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Dear Appl  i c a n t  : 

We have c o n s i d e r e d  y o u r  a p p l i c a t i o n  f o r  r e c o g n i t i o n  o f  ~ x e m p t i o n  
under  s e c t i o n  50.1 ( c  j ( 4 )  of t h e  I n t e r n a l  i;'e\lenue Code. 

The e v i d e n c e  p r e s e n t e d  i n d i c a r e s  t h a t  you were formed a s  an 
a s s o c i a t i o n  on * * * * * * * * *  *** *****  i n  t h e  S t a t e  o f  *****  ************ .  

The pu rposes  f o r  w h i c h  t h e  a s s o c i a t i o n  was formed i s  t o  p r o v i d e  
f o r  t h e  a c q u i s i t i o n ,  c o n s t r u c t i o n ,  management, ma in tenance  and 
car-e o f  " a s s o c i a r i o n  p r o p e r t y "  as t h o s e  t e r m s  a r e  d e f i n e d  i n  
S s c t i o n  528 o f  t h e  Y n r e r i ~ a l  Revenue Code. 

The i n f o r m a t i o n  s u b m i t t e d  w i c h  y o u r  Forlm 'I024 a p p l i c a t i o n  
i n d i c a t e s  t h a t  y o u r  a c r i v i t i e s  i n c l u d e  t h e  upkeep and 
ma in tenance  o f  t h e  commonly h e l d  a r e a s  o f  t h e  a s s o c i a r i o n ,  s u c h  
as:  snow-p lowing;  maintenance o f  t h e  e x t e r i o r  o f  t h e  b u i l d i n g s ;  
and mainrenance o f  Ci>e grounds and p a r k i n g  f a c i l i t i e s .  The 
a s s o c i a t i o n ' s  f i n a n c i a l  s u p p o r t  i s  d e r i v e d  o f  membership dues 
and s p e c i a l  assessments of members. These f u n d s  a r e  p r i m a r i l y  
expended f o r  ma in tenance  o f  t h e  common a r e a s ,  i n s u r a n c e  and 
u t i l i t i e s .  E v i d e n c e  i s  a l s o  f o u n d  i n  t h e  a p p l i c a t i o n  t h a t  common 
a r e a s  and t h e  p a r k i n g  f a c i l i t y  a r e  n o t  open t o  t h e  g e n e r a l  
p u b l i c ,  b u t  i n s t e a d  l i m i t e d  t o  use  by  members and t h e i r  g u e s t s .  

S e c t i o n  5 0 ' l ( c ) ( 4 )  c i f  t h e  I n t e r n a l  Revenue Code p r o v i d e s  f o r  t h e  
exempt ion  f rom F e a e r a l  income t a x  o f  c i v i c  l e a g u e s  o r  
or-ga-i-7aj: ions n o t  o r g a n f z e d  f o r  p r o f i t  b u t  o p e r a t e d  e x c l u s i v e l y  
.Fc.:..: .~j.7.:: i j ! . ~ m o t  i o p  o f  s o c i a l  we1 f a r e .  

"1f ,,-? . ? "  ..-.. . :. . I ,-,I I - .,.> t i  r9 , : r )  (4)- '1 ( a ) ( 2 ) ( i )  of t h e  Income Tax R e g u l a t i o n s  
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association must,  i n  a d d i t i o n  t o  o t h e r w i s e  q u a l i f y i n g  f o p  
exempt ion under sect.iut-. 5 0 ' 1 ( ~ ) ( 4 )  o f  t h e  Coae, s a t i s f y  t h e  
i o ? l o w ~ n g  requ i rements :  ( 1 )  X t  must engage i n  a c t i v i t i e s  t h a t  
c o n f e r  b e n e f i t  on a community compr i s i ng  a  geog raph i ca l  u n i t  
which bears  a  reasonab ly  r e c o g n i z a b l e  r e l a t i o n s h i p  t o  an a r e a  
o r d i n a r i l y  i d e n t i f i e d  as a  governmental  s u b d i v i s i o n  o r  a  u n i t  o r  
d i s t r i c t  t h e r e o f ;  . . .  and ( 3 )  It owns and m a i n t a i n s  o n l y  common 
areas  or  f a c i l i t f e s  such as roadways and pa rk l ands ,  s i dewa iks  
and s c r e e t  l i g h t s ,  access t o ,  o r  t h e  use and enjoyment o f  which 
i s  extended t o  members o f  tb.e genera l  p u b l i c  and i s  nor  
r e s t r f c t e d  t o  members o f  t h e  homeowners a s s o c i a c i o n .  

I t  appears t h a t  your  o r g a n i z a t i o n  may e l e c r  t o  f i l e  under 
s e c t i o n  5 2 8  t c  r e c e i v e  c e r t a i n  t a x  b e n e f i t s  which,  i n  e f f e c t ,  
pe?rnit  t h e  e x c l u s i o n  o f  exempt f u n c t i o n  income f rom gross 
income. 'he e l e c t i o n  t o  f i l e  under s e c t i o n  5 2 8  i s  t o  be made by 
f i l i n g  Form ,1120-H, U . S .  Income Tax Retu rn  f o r  Homeowners 
A s s o c i a t i o n s .  However, i f  you do n o t  e l e c t  t o  f i l e  under 
s e c t i o n  52S, you a r e  r e q u i r e d  t o  f i l e  Federa l  income t a x  r e t u r n s  
on Form 1 1 2 0 .  

Revenue R u l i n g  5 0 - 6 3 ,  'lY80-1 C . B .  1 1 5  c l a r i f i e s  s e v e r a l  i s sues  
p resen ted  i n  Revenue R u l i n g  74-99 and f u r t h e r  a m p l i f i e s  t h e  
p o i n t  ?ha t  t h e  use and enjoyment o f  t h e  common areas  owned and 
ma in ta ined  by a homeowners' a s s o c i a t i o n  must be extended t o  
members o f  t h e  genera l  p u b l i c ,  as d i s t i n g u i s h e d  f r om c o n t r o l l e d  
use o r  access r e s t r i c t e d  t o  t h e  members o f  t h e  a s s o c i a t i o n .  

Revence k u l i n g  74-17, 1974-1 C . B .  ,131, s t a t e s  t h a t  an 
o r g a n i z a t i o n  formed by t h e  u n i t  owners o f  a  condominium hous ing 
p r a j e c t  t o  p r o v i d e  f o r  t h e  management, maintenance, and c a r e  o f  
t h e  common areas  o f  t h e  p r o j e c t  w i t h  membership assessments p a i d  
by t h e  u n i t  owners does n o t  q u a l i f y  f o r  exempt ion under s e c t i o n  
50 ' l ( c ) (A)  o f  t h e  Code. "By v i r t u e  o f  t h e  e s s e n t i a l  n a t u r e  and 
s t r u c t u r e  of  a  condominium system o f  ownersh ip ,  t h e  r i g h t s ,  
d u t i e s ,  p r i v i l e g e s ,  and immun i t i es  o f  t h e  members o f  an 
a s s o c i a t i o n  of u n i t  owners' i n  a condominium p r o p e r t y  d e r i v e  
f rom,  and a r e  e s t a b l i s h e d  by,  s t a t u r o r y  and c o n t r a c t u a l  
p r o v i s i o n s  and a r e  i n e x t r i c a b l y  and c o m p u l s o r i l y  t i e d  t o  t h e  
owner ' s  a c q u i s i c i o n  and enjoyment of h i s  p r o p e r t y  i n  t h e  
condominium. I n  a d d i t i o n ,  ownersh ip  n e c e s s a r i l y  i n v o l v e s  
ownersh ip  i n  common by a l l  condominium u n i t  owners o f  a g r e a t  
many s o - c a l l e d  common areas ,  therma in tenance  and c a r e  o f  which 
n e c e s s a r i l y  c o n s t i t u t e s  r h e  p r o v i s i o n  o f  p r i v a t e  b e n e f i t s  f o r  
t h e  u n i t  owners. "  

U n l i k e  t h e  o r g a n i z a t i o n  d e s c r i b e d  i n  Revenue R u l i n g  7 4 - 2 9 ,  
c l a r i e i e d  by Revenue R u l i n g  80-63 ,  and s i m i l a r  t o  t h e  
o r g a n i z a t i o n  desc r i bed  i n  Revenue R u l i n g  7 4 - 1 7  your  o r g a n i z a t i o n  
r e s t r i c t s  t h e  use o f  i t s  cotnmon areas  t o  members of  t h e  
a s s o c i a t i o n  and t h e  s e r v i c e s  p r o v i d e d  a r e  deemed t o  ben le f i t  t h e  
p r i v a t e  i n t e r e s t s  o f  t h e  condominium u n i t  owners. 



f o r  exempt s t a t u s  under  s e c t i o n  501(c) (4)  o f  t h e  Code and 
p ropose  t o  deny you r  r e q u e s t  f o r  exe:,.ption under c h a t  s e c t i o n .  

C o n s i d e r a t i o n  was a l s o  g i v e n  as t o  whether o r  n o t  your  
organization q u a l i f i e s  f o r  exempt ion under s e c t i o n  501(c) (7)  o f  
r h e  Code. Revenue R u l i n g  80-63 h o l d s  t h a r  a  homeowners' 
a s s o c i a t i o n  which e s t a b l i s h e s  a s e p a r a t e  o r g a n i z a t i o n  t o  own and 
m a i n t a i n  r e c r e a r i o n a l  f a c i l i t i e s  and r e s t r i c t s  t h e i r  use t o  
members o f  t h e  -=,soc ia t ion may q u a l i f y  f o r  exempt ion under 
s e c t i o n  501(c) (7)  o f  t h e  Code. See Revenue R u l i n g  69-281, 
.1961-1 C .B .  455. H o w ~ v e r ,  your  a c t i v i t i e s ,  wh ich  i n c l u d e  
maintenance o f  roads and o t h e r  common areas  o f  t h e  A s s o c i a t i o n  
as t h e  p r i m a r y  f u n c t i o n ,  a r e  n o t  w i t h i n  t h e  purv iew o f  s e c t i o n  
501 (c ) (7 )  and t h e  purposes of your o r g a n i z a t i o n  a r e  n e i t h e r  
s o c i a l  no r  r e c r e a t i o n a l .  A c c o r d i n g l y ,  we conc lude  t h a t  you do 
n o t  meet t h e  requ i remenrs  f o r  exempt ion s t a t u s  under t h i s  
s e c t i o n .  

We have a l s o  determined t h a r  you f a i l  t o  q u a l i f y  f o r  exempt 
s t a t u s  under any o t h e r  s u b s e c t i o n  o f  I R C  50.1 ( c ) .  

You a r e  r e q u i r e d  t o  f i l e  a  t a x a b l e  r e t u r n  Form 1,120 o r  1 0 4 1  w i t h  
t h e  D i s t r i c t  D i rec * to r  o f  I n t e r n a l  Revenue S e r v i c e .  P lease send 
the  r e t u r n  t o  t h e  I n t e r n a l  Revenue S e r v i c e ,  P.O. Box ,1680, 
Genera l  Post  O.Ff ?ce ,  Brook1 yn, NY '1 '1 202. 

I f  you da n o t  agree w i t h  t h i s  d e t e r m i n a t i o n ,  you may r e q u e s t  a  
Conference w i ch  t h e  Regional  D i r e c t o r  o f  Appeals by p r o t e s t i n g  
i n  accordance w i t h  t h e  enc losed  i n s t r u c t i o n s  w i c h i n  30 days.  

P r o t e s t s  s u b m i t t e d  wh i ch  do n o t  c o n t a i n  a l l  t h e  documentat ion 
s t a t e d  i n  t h e  i n s t r u c t i o n s  w i l l  be r e t u r n e d  f o r  comp le t i on .  

I f  w e  do n o t  hear f r om you w i t h i n  t h a r  t i m e ,  t h i s  d e t e r m i n a t i o n  
w i l l  become f i n a l .  

6 i i t r i c t  D i r e c t o r  

Enc losu re :  P u b l i c a t i o n  8 9 2  


